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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless otherwise noted 


1985 1986" 
Domestic Economy 
Population (thousands) 253. 2$3. 
Population growth (%) 0. 0. 
GDP (current dols, factor cost) 1095. 1148. 
Per Capita GDP, current dollars 4331. 4531. 
GDP in Local Currency % change e 5. 
(1974 BD's) 
Retail Price Index % change as 7. 


Production and Employment 
Labor force (1,000's) 


Unemployment (avg. % for year) 
Manufactures production (local 
currency, 1974 base) % change 

Govt. oper. surplus or deficit 
as % of GDP 


Balance of Payments 
Exports (F.0.B.) 353. 
Imports (C.1I.F.) 610. 
Trade balance -256. 
Tourism revenue 300. 
Current account balance 40. 
Foreign direct investment (new) 4. 
Foreign debt (year-end) 459. 
Debt service paid 35. 
Debt service ratio as % of 
exports of goods and services 6.5 
International reserves (year-end) 164. 
Avg. exchange rate for year as 
(BD$ = US$1.00) 


ORD COUMNO—wo 


.S.-Barbados Trade 
U.S. exports to Barbados (F.A.S.) 168. 
U.S. imports from Barbados(C.I.F.) 205. ‘ 61. 
Trade balance -36. ; 67. 
U.S. share of Barbadian exports (%) 68. ‘ 38. 
U.S. share of Barbadian imports (%) 27. : 24. 
U.S. official aid 
Economic d 2. 
Military .10 .90 3 


Principal U.S. exports (1987): Gen. merchandise, foodstuffs, 
manufactures. 


Principal U.S. imports (1987): Electronic components, garments, 
sugar. 


Sources: Central Bank of Barbados, Ministry of Economic Affairs. 


R Revised 
E Estimate 





SUMMARY 


The rate of real GDP growth in Barbados fell to an estimated 2.2 
percent in 1987, down from 5 percent in 1986. Tourism was the 
primary source of growth last year by virtue of a record number of 
visitors. Construction activity and wholesale and retail trade also 
grew, but the output of sugar declined sharply and the manufacturing 
sector faltered, mainly because of the depressed electronic 
components subsector. The end of year unemployment rate improved 
only slightly to 17.9 percent. 


The Barbadian Government's fiscal position deteriorated markedly; 
the public sector budget deficit widened from 7 to 7.6 percent of 
GDP. (The deficit on current operations was 1 percent of GDP.) 
Current expenditure climbed faster than revenue, reflecting reduced 
direct taxation rates; increased interest payments and wage and 
salary arrears from the previous year also figured prominently. The 


government's fiscal: deficit was covered primarily by foreign 
borrowing. 


Barbados' balance-of-trade deficit expanded last year, despite a 
lower import bill, because of a 43 percent decline in export 
earnings. Increased tourist earnings helped to mitigate the 
worsening trade situation, and the current account deficit expanded 
only slightly to $6.5 million. 


The United States remained Barbados' leading trade partner in 1987 
with transactions valued at $189 million ($128 million in U.S. 
exports and $61 million in U.S. imports). Moreover, Barbados 
continued to welcome American investment in virtually all sectors of 
the economy. In addition to direct investors, in recent years 
Barbados has attracted a sizable number of American captive 
insurers, international business companies, and foreign sales 
corporations largely through a bilateral double taxation agreement. 
Barbados qualifies for trade benefits with Europe, under the Lome 
Convention, and the United States, through the Caribbean Basin 
Initiative (CBI). It is also eligible -- by way of a Tax 
Information Exchange Agreement (TIEA) with the United States -- for 
investment funds generated in Puerto Rico. 
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PART A -- CURRENT ECONOMIC SITUATION AND TRENDS 
ECONOMIC GROWTH 


Barbados' rate of real GDP growth contracted in 1987 to 2.2 percent, 
considerably lower than the 5 percent expansion achieved the 
previous year. In current dollars (factor cost), GDP grew by 7 
percent to over $1.2 billion. The tourism sector led the way -- 
Barbados attracted a record 421,859 visitors last year, 14 percent 
more than in 1986. Construction activity remained strong -- value 
added in that sector expanded by 6 percent in real terms -- and 
wholesale and retail trade grew by more than 5 percent. 


Other sectors of the economy were not as buoyant. Production of 
sugar, the country's main export crop, fell by 25 percent to 83,432 
tons, the lowest output since 1948. (Production of other crops 
climbed by some 9 percent, mainly because of increased acreage under 
cultivation; the fish catch jumped by over 6 percent.) Meanwhile, 
the manufacturing sector continued to struggle. A plant closure and 
a cutback in operations at another firm resulted in a 67 percent 
reduction in the output of electronic components. Fortunately, 
production of apparel, beverages, processed foods, and tobacco 
products rose significantly due to increased disposable income. 

(The clothing industry benefited from an increased consumption tax 
rate on extra-regional garment imports.) In the end, real output of 
manufactures fell by nearly 7 percent. In the petroleum sector, the 
government's National Petroleum Corporation cut back on drilling 
operations because of lower world oil prices. As a result, 
production of crude oil fell by more than 11 percent. 


EMPLOYMENT 


In spite of job losses in the manufacturing sector, the overall 
unemployment rate at the end of the year came to 18.9 percent, 
compared to a rate of 19 percent at the end of 1986. (The average 
rate for 1987 was 17.9 percent; it was 17.8 percent in 1986.) In 
gross terms, 3,000 more persons were employed in 1987 -- mainly in 
construction -- and the labor force expanded by 2.5 percent to 
$121,000 workers, 47 percent of whom were women. (Barbados has one 
of the highest female participation rates in the Western Hemisphere. ) 


GOVERNMENT FINANCE 


Public sector finances deteriorated in 1987 , and the government 
ended the year with a fiscal deficit of $95 million ($600,000 on 
current operations). The situation worsened in the first quarter of 
1988 such that by the end of the government's fiscal year 
(April-March), the deficit had ballooned to $136 million ($24 
million on current operations). 
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Current revenue in 1987 rose at a lower rate (6.4 percent) than 
current expenditure (9.3 percent). Revenue growth slowed in large 
part because of the 1986 reduction (10 percentage points) in direct 
taxation rates. Expenditures accelerated because of increased 
interest payments; in addition, wage and salary arrears from 1986 
were added to last year's tally. Increased indirect taxation in 
1987 helped to compensate, but the deficit on current operations was 
the government's first since 1977. 


MONEY AND PRICES 


The local financial system remained highly liquid in 1987. The 
money supply increased by 18.5 percent to $239 million, primarily 
because of a 21 percent jump in demand deposits, which in turn 
resulted from increases in disposable income. Total domestic credit 
expanded by over $80 million; more than half of this was accounted 
for by the private sector. Interest rates remained steady 


throughout the year; the average lending rate for 1987 was 10.3 
percent. 


Last year saw the creation of a local stock market -- the Securities 
Exchange of Barbados. Beginning in June, 1,505,588 shares, valued 
at $1.7 million, were traded on the market. By year's end, 13 firms 
belonged to the exchange. 


Inflation remained moderate last year; prices on average increased 
by 3.4 percent. Clothing prices jumped markedly because of 
increased consumption tax rates on imports from extra-regional 
garment suppliers. Prices of beverages and tobacco products also 
increased substantially. 


BALANCE OF PAYMENTS 


Current Account: Barbados' balance-of-trade deficit expanded by 15 
percent in 1987 to $361 million. Total export earnings fell by 43 
percent to $156.8 million -- the worst performance since 1979. 
Continued contraction in exports of electronic components accounted 
for much of this. (Earnings from this subsector fell to $26 million 
last year, down from $121 million in 1986.) The slump in 
electronics reverberated on imports through reduced demand for 
component parts and intermediate goods. Although purchases of 


consumer goods rose, the total import bill fell by 12 percent to 
$517.9 million. 


In spite of Barbados' mounting export difficulties and heavy 
interest payments on foreign debt ($41.4 million on public debt), 
the current account deficit expanded only slightly to $6.5 million, 
largely because of robust tourism earnings. These came to an 
estimated $375 million, a 16 percent increase over the 1986 total. 
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Capital Account: The capital account registered a surplus of $23 
million in 1987, largely on the strength of significant commercial 
borrowing by the government, including $45 million from the London 
market. Much of this was used to repay existing loans, as well as 
to finance the government deficit on current operations. 
Amortization payments came to $23 million and international reserves 
(at the end of December) fell by several million dollars. 


ECONOMIC OUTLOOK 


Barbados' per capita income is the highest of the small island 
states of the eastern Caribbean, and 1987 was the 5th consecutive 
year of positive GDP growth. Nevertheless, the economy displays a 
degree of weakness. Electronic components assembly, the kingpin of 
the manufacturing sector, has proven particularly vulnerable to 
fluctuations in external demand, and it faces an uphill task in 
resuscitating its export earnings. Meanwhile, sugar production -- 
the mainstay of the agricultural economy -- faces a difficult 
future, mainly because of cutbacks in the U.S. import quota. 
Confronting a growing balance-of-trade deficit, in January 1988 the 
Central Bank of Barbados raised local interest rates on loans and 
savings deposits. The measures were intended, in part, to curtail 
imports, especially of consumer goods. In April, the government 
moved forcefully to close the FY 1988/89 projected deficit of $24 
million on its current operations. It decreed price hikes and 
personal and corporate tax surcharges designed to yield an 
additional $55 million in revenue, thus reversing supply side tax 
cuts that were implemented in 1986. Prime Minister (and Finance 
Minister) Erskine Sandiford also announced measures intended to spur 
the manufacturing sector. These included exemption from stamp 
duties on imports from Caribbean Common Market countries (pending 
enactment of reciprocal arrangements with member states) and on 
imports of raw materials and packaging materials from extra-regional 
sources. These incentives were estimated to cost the government $27 
million this fiscal year. 


Even with the demand reduction fiscal package, the Central Bank has 
forecast GDP growth of 2 to 3 percent for Barbados in 1988. Tourism 
again was expected to lead the way, with construction playing a 
strong supporting role. According to Bank estimates, during the 
first 3 months of 1988 (before implementation of the fiscal 
measures), real output was marginally higher than that registered 
during the corresponding period of 1987. 





i 


PART B -- IMPLICATIONS FOR THE UNITED STATES 
TRADE 


Barbados and the United States have long enjoyed close economic 
ties. The United States is Barbados' foremost trading partner; 
trade between the two countries totaled $189 million in 1987 ($61 
million in U.S. imports, $128 million in U.S. exports). The leading 
product categories for American exports to the island in 1986 were 
general merchandise, foodstuffs, and manufactured goods. Total 
trade has declined over the past several years mainly because of 
cutbacks in the American sugar quota and, more recently, declining 
exports of electronic components from Barbados. However, given 
their proximity and close political ties, extensive commercial 
relations between Barbados and the United States should continue. 
American exporters may participate in the annual Manufacturers' 
Trade Fair in Barbados, which is held each May. The key contact is: 


Ms. Rita Alkins 

Executive Secretary 

Barbados Manufacturers' Association 
Harbour Road, St. Michael 

Barbados, West Indies 

Phone: (809) 426-4474. 


FOREIGN INVESTMENT 


The foreign investment climate in Barbados is highly favorable and, 
over the years, a large number of foreign affiliates -- many 
American -- have located on the island. (The total foreign 
investment stock is an estimated $270 million.) Major oil companies 
-- Mobil, Exxon, and Texaco -- operate in Barbados, as do 
manufacturers and data processors, such as Westinghouse, NDL 
International, and Caribbean Data Services. (Many, if not most, 
foreign firms in Barbados are wholly owned subsidiaries of the 
parent company.) New American entrants in 1987 included Voyager 
Designs (textiles), International Data Services (data processing), 
and Donnelly Caribbean Graphics (book and magazine design). 
Moreover, scores of American captive insurers, foreign sales 
corporations, and international business companies have incorporated 


in Barbados under the terms of a bilateral double taxation treaty, 
Signed in 1984. 


Although wage rates are comparatively high in Barbados, the 
country's well-developed infrastructure -- transportation, 
telecommunications, etc. -- eliminates many hidden costs encountered 
in other offshore locales. The Barbadian labor force is well 
trained and generally reliable. Moreover, the Barbadian Government 
has developed substantial investment attraction and support 
services. These include tax holidays, low cost factory space, and 
duty-free treatment for project imports. In addition, Barbados 
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benefits from the trade promotion benefits embodied in the Caribbean 
Basin Initiative (CBI) and Lome Convention, i.e. duty-free entry of 
a wide range of products into the United States, and Europe 
respectively. Furthermore, Barbados has a Tax Information Exchange 
Agreement (TIEA) with the United States which makes it eligible for 
use of Section (IRS code) 936 investment (twin plant) funds 
generated in Puerto Rico. Currently, “best prospect" areas for 
investment in Barbados include food processing, data processing, and 
manufacture of pharmaceuticals and medical equipment. Parties 
interested in investment opportunities in Barbados should contact: 


Industrial Development Corporation 
Pelican House, Princess Alice Highway 
Bridgetown, Barbados, West Indies 
Phone: (809) 427-5350. 


Barbados Industrial Development Corporation 
800 Second Ave. 

New York, NY 10017-4709 

Phone: (212) 867-6420. 


Those interested in the 936 twin plant concept should contact: 


Economic Development Administration 
FOMENTO Building 

355 F.D. Roosevelt Ave. 

Hato Rey, Puerto Rico 00918 

Phone: (809) 758-4747. 


For additional economic/commercial, and investment information 
contact: 


Desk Officer for Barbados 
Caribbean Basin Division 
Room H3314 

Department of Commerce 
Washington, DC 20230 
Phone: (202) 377-2527 








